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National Health Spending
in Billions

‘$2.262.
$2,128] | ‘
1,988 ‘

t

P

$1,859
$1,733

1,983

$714

$75
$28 . [ l

1960 1970 1980 1930 2000 2003 2004 2005 20068P  2007P

Note: Selected racher chan continuous yeats of data ate shown ptior to 2003. Years 2006 forward are CMS projections,
Source: Centers for Medicare and Medicaid Services (CMS), Office of the Actuary,
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Health spending
reached nearly

$2 trillion in 2005.
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National Health Spending
as a Share of Gross Domestic Product
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Health care’s share
of the economy
continues to grow
and is projected to
reach 19.6 percent

by 2016.
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National Health Spending
per Person

$4,522
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Nore: Selected rather than continutous yeats of data are shown. 2007 s a projection,
Source: Centers for Medicare and Medicaid Services (CMS), Office of the Actuary.
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The amount spent
per person increased
77 percent between
1995 and 2005.
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Health Care Spending
in Selected Developed Countries, 2004
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Note: U.S. per capita as teported by OECD differs from CMS figutes reported elsewhere in this snapshot,
Soucce: OECD Health Data 2006: Statistics and Indicators for 30 Counsries, October 2006,
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U.S. health care
spending far exceeds
that of other developed
countries, both in terms
of per capita spending

and percent of GDP.
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Health Care Costs 101

spending Distribution Spending Categories
by Category, 2005

Total Spending: $2.0 trillion
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Hospital and physician

[ . > Investment services take the

6%
: /" ————— Government Public Health largest share of
Activities
oS 39, the health care dollar.
FELERE ' Administration : o
. 7% Prescription drugs
~———e Other Medical Products . account for 10 percent.
“\ O
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21% "
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Notes: See the Appendix for details on category breakdowns and definitions. Pie sections don't add to 100 percent due to rounding,
Sources Centers for Medicare and Medicaid Scrvices (CMS), Office of the Actuary,
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Spending Summary ¢ Spending Categories
in Billions
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In the last 20 years,

the share spent on

Spending Levels Spending Distribution 1 Growth 2005/2004 | :
2005 2004 1985 2005 1985 Billinns Rate | hospital care has
: ' ‘ ~ declined, while the
Hospital Care ~ $612 $667| $165.  308% | 37.6% $44.7| 7.9%
" ; share spent on
Physicianand 0001 ga04|  g00.  212%| 204%1 $275| 7.0%
Clinical Services ! .
prescription drugs
Dental/Other Professional ~ $201| $187 $35 10.1% 81%; $13.1 7.0%
) has grown,
Nursing Home Care ~ $122] $115(  $32 6.1% 72%1  $68] 6.0%
Home Health Care $47 $43 $6 2.4% 1.3%. $4.71 11.1%
Prescription Drugs ~ $201}  $190 $22 10.1% 5.0%  $11.1 5.8%
Other Medical Products ~ $58|  $56|  $23 2.9% 51%  $22| 3.9%
Administration ~ $143] $135]  $26 7.2% 5.8% $78| 57%
Government "
. L $57|  $52 11| 2.8% 2.5% i 41| 7.7%
Public Health Activities $ | 3 g $ ?
Investment  $127| $120 $31° 6.4% 7.0% ; $6.9 5.7%

Notes: See the Appendix for details on category breakdowns and definitions,
Source: Centers for Medicare and Medicaid Services (CMS), Office of the Actuary:
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Spending Distribution
by Contributors*, 2005

State and Local
Government
17%

Households

31%

(Goyeyment
2%

Other R
Private Contributors
3%

* Estimates of spending by conteibutor are organized according to the underlying entity (business, houscholds, and governmen) financing che health care bill
payer. CMS refers ro these coneributors as “sponsors.” Reflects spending on Healch Services and Supplies.

Note: Pie sections don’t add to 100 percent due to rounding.
Source: Centers for Medicare and Medicaid Scrvices {CMS), Office of the Actuary,
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Housseholds,
businesses, and
government all
contribute significantly
to the financing of

health care.

Household contributions includa out-of-packet costs,
health Insurance pramiums, and payroll taxas.
Private Business contributions include health
Insurance premiums for workers and payroll tases,
Other Private Cantributors includes philanthropy,
Faderal Government contributions inglude general
tax ravenues, plus payroll lox and private health
insurance for its workers.

State and Local Government contributes genoral tex
revenues, plus payroll tax and private health insurance
for its workers,

©2007 CarLirornia HearrHCARE POUNDATION

Contributors to Health Care
Spending Detail, in Billions, 2005

ther Government Programs
Medicaid

$582.3 . Medicare

["} Private Health Insurance

Il Out of Pocket

84781

384
$416.8
_$72.7 e

-$366.9

Household Private Business Federal Government State & Local Government

Note: Figures reflect Health Services and Supplies. Not shown: Other Private Contributots ($64.1 biltion) includes phifanthropy.
Source: Centers for Medicarc and Medicaid Services (CMS), Office of the Actuary.
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Contributors to health
care buy services
directly, purchase
private insurance, and

fund public programs.

Other Government Progeams: For private business,
consists of workers’ compensation and temporary
disabitity plus $5.6 billion for industrial in-plant
health sewicas. Far federal govemment, includes
Vetetans and Defense health programs (§30 and $26
bitlion respectivaly). For stale and lacal govemments,
includes county health programs.

Medicaid: Contiibutions from federal and state
spending from general tax revenues.

Medicars: Receives contributions from three main
sources: t) payrolt tax on eamings funds Part A
{hospital insutance), 2} beneliciary premiums for

Parl B {supplementary medical insurance), and

3) lederal general tax revenues, For households,
inctudes both payroll tax and $29.2 billion in Pait B
premiums. For privale business, as well as state

and local government, consists of employer share of
paytoll tax. For federal govainment, consists primarily
of general lax revenue spending plus $3.3 billion in
payroll texes for federal workers.

Private Health Insurance: For households, consists
of warker contributions to employer-spansored cover-
age plus premium payments for individual insurance.
For private business and govemment, consists of
employet contributions to workers” health insurance.
Qut of Pocket: Household spending for deductibles,
copayments, and services not covered by insurance.

©2007 Cavirornia HeartuCare Founparion



Health Care Sources of Payment
Contributor Detail, in Billions, 2005

$694.4
i I-$97.1 || State and Local Government

B3 Federal Government
{1 Private Business
] -s2s I Household

-$366.9
$333.8

Private Health Medicare™ Medicaid Other Government
Insurance Programs'

*Medicaid includes $3.3 billion for buy-ins to Medicare,
+Other Government Programs includes Veterans and Defense health spending, public health activities, SCHID, maternal and child health, and hospial subsidies,

Notes: Figures reflect Health Services and Supplies. Not showa out of pocket (§249.4 billion); ochet private, including philanthropy ($64.1); and in-plant industrial
healeh setvices ($5,6).

Source: Centers for Medicare and Medicaid Scrvices (CMS), Office of the Actuary.

Health Care Costs 101
Contributors
NEXT »»

Health care payers
receive their funds
from a variety of

contributors.

State and Local Governments contribule private
insurance premiums on behalf of govemment workers;
the employers’ shera of payroll taxes for Medicais;
slale Lax revenues Lo finance a shara of Medicaid;
and state andt ocal tax ravenues for county health
programs.

Faderal Goverament contributes private insurance
premiums an behalf of govarmment workers; general
tax ravenues to finance a share of Modicaid and
Medicare; and suppon for othar programs, such as
Veterans and Defense health.

Private Businass contributes employers’ shere of
private insmance premiums and payroll taxes for
Medicare and contributes to goverament programs
through Workers' Compensation and temporary
disability insurance.

Households cantribute to private health insurance
through their employees' shara of private insusance
premiums and purchase of individual policy premiums
{39.7 billion), Houssholds contributa to Medicare via
payroll taxes and Part B premiums.

©2007 Cavirornia HeavrnCare Founpation

Historic Payment Sources

Private 54.6%

Medicare and Medicaid enacted in 1965.

1960 1964 1968 1972 1976 1980 1984 1988 1892 1896 2000 2005

Notes: Chare reflects national health expenditures (NHE) by soutce of funds. Some yeats don't add to 100 petcent due to founding, The impact of the Medicare
Prescription Drug Improvement Act of 2003 will be reflected in 2006, its year of implementation,

Source: Centers for Medicare and Medicaid Services (CMS), Office of the Actuary.
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Over time, the share
of federal spending
has increased, most
dramatically following
the creation of

Medicare and Medicaid.
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Spending Distribution
by Payer, 2005
Total Health Spending: $2.0 trillion

Other
6.3%

Medicaid
6.8%

Other & , Private
/’ Health Insurance
34.9%

/

/ Medicaid
| 9.0%

\

- Medicare
" 17.2%
Qut of Pocket
12.5%

Note: Other federal includes Vetetans, Defense, and the State Children’s Health Insurance Program (SCHIP). Other state and local inchudes public health activiey, state

hospitals, and Wotkets' Compensation, Other private includes philanchropy and in-plant industtial healch services,
Source: Centers for Medicare and Medicaid Services (CMS), Office of the Actuary,
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Despite the perception
that U.S. health care
is primarily financed
by the private sector,
public funds account
for 45 percent of

medical spending.

©@2007 CavLirornia HearraCare FounpaTION

Spending Distribution
Public vs. Private, 2005

Hospital Care

Physician and Clinical Services §
Nursing Home

Dental/Other Professional 1 Private

B Public
Government Public Health Activities }

Prescription Drugs §
Administration }
Home Health Care

Other Medical Products

Notes: Figures reftecc Health Services and Supplics. Sec the Appendix for details on category breakdowns, including definitions.
Source: Centers for Medicare and Medicaid Scrvices (CMS), Office of the Actuary.
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The public sector
spends more of its
dollar on hospital and
institutional care than

the private sector.

©2007 Carrrornia HeartuCare Founbarion
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Spending Distribution
Out of Pocket vs. Private Insurance, 2005

Hospital Care e
8%

Physician and Clinical Services

17%

Administration § o
Private Insurance

M Out of Pocket

Prescription Drugs

20%
. SO/
Dental/Other Professional § LINEN
21%
1%
Nursing Home § N
13%
-
Home Health Care § %
2%
0%
Other Medical Products e -

Notes: Figutes reflect Health Services and Supplics. See the Appendix for deails on category breakdowns, including definitions,
Source: Centers for Medicare and Medicaid Services (CMS), Office of the Actuary,
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Private insurance
spending is
concentrated in
hospital, physician
and clinical services,
while prescription
drugs, dental, and
other professional
services consume a
greater share of the

out-of-pocket dollar,

©2007 Cavrirornia HeaLrHCARE FouNDATION 14
Health Care Costs 101

Average Annual Growth Rates GrowhTrends

in National Health Spending
Growth in health
spending continues
to slow.

1970 1980 1990 2000 2003 2004 2005

Notes: Selected ather than continuous years of data ate shown. Percentage increases ae the avetage annual increase over the prior periad shown.

“The 1970 figute represents the average annual increase since 1960,

Source: Centers for Medicare and Medicaid Services (CMS), Office of the Actaty,
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Annual Growth Rates
Spending vs. Inflation

Increase Over Prior Year
18%—

16%
14%
12%
10%
8%

Natiorial Health Spending |
6.9%
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49
% _» Consumer Price Index
yd 3.4%

t

2%~

773 5 S R O O A I
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Sources: Centers for Medicare and Medicaid Services (CMS), Office of the Actuary; Bureau of Labor Statistics (CPI-U, U.S. city average, anaual figures),
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Growth Trends
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National health
spending has been
increasing at a faster

pace than inflation.
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Cumulative Impact of Growth Rates

Times More Expensive than in 1970

20
NHE per Capita
18 Health spending in 2005
was 18.8 times 1970 levels.
16
14
12
10
8
6
4 CPl
4 Consumer prices in 2005,
as measured by CPI, were
b times 1970 levels.
2
|

1970 1980 1985 1990 1995 2000 2005

Soutces: Centers for Medicare and Medicaid Services (CMS), Office of the Actuaty; Bureau of Labor Statistics (CPL-U, U.S. city average, annual figates),
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Growth Trends
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The impact of
consistently higher
growth rates in health
care spending is seen
in the comparison to

1970 levels.

©2007 CavLirornia HearTHCARre Founparion
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Annual Growth Rates
by Health Spending Categories

2005 Growth Rates
=== Physician and Clinical Services 7.0%

20% — === Hospitals 7.9%
~we Prescription Drugs 5.8%
=== Consumer Price Index 3.4%

15%

10%

5%

ol ¢ ! oA v b
1985 1987 1989 1991 1993 1985 1997 1899 2001 2003 2005

Source: Centers for Medicare and Medicaid Services (CMS$), Office of the Actuary,
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Growth rates continue
to moderate, with
prescription drug
increases at their lowest

rates in 20 years.
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Prescription Drugs
by Sources of Payment

80% —
70%

60%

50%
== Private
insurance
40% 47%
o Public
30% o 27%
Out of Pocket
0% 25%
10% [~
{1738 U0 T A S N N O [ s N N N T O O O
1980 1985 1990 1995 2000 2005

Notes: Sources don't add to 100 percent due to rounding. The impact of the Medicare Prescription Drug Imptovement Act of 2003 will be teflected in 2006, its year of

implementation,
Source: Centers for Medicare and Medicaid Services (CMS), Office of the Actuary.
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A major shift in how
prescriptions are paid
for took place over the
last 20 years. Beginning
in 2006, Medicare will
become a major payer

as well.

©2007 Carirornia HeatrHCARE FouNpaTioN
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Annual Growth
Private Premiums* vs. National Spending

20%

B8 CA Insurance Premiums
M U.S. Insurance Premiums
«:» National Health Spending Per Capita

15%

10%

5%

0% _ _ _
2000 2001 2002 2003 2004 2005 2006

5.9% 7.5% 8.0% 7.1% 6.2% 5.9% 5.9%

fprolected)

*Data on premium increases reflect the cost of employer-based health insutance coverage for a family of four as reported by emplayers.

Sources: KFF/HRET, Employer Health Benefiss, 2006 Annsal Survey, CHCF/HSC, California Employer Health Bengfits Survey, 2006. Centets for Medicare &
Medicaid Services (CMS), Office of the Actuary.
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Spending Trends
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Premium increases

in California and the
United States have
moderated some,
remaining in the single
digits for the second
year in a row, but still
outpacing growth in
overall health spending

per capita.
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Annual Out-of-Pocket Spending

Per Capita |l == Share of Total
$900 . 45%
$800 A0%
$700 35%
$600 30%
$500 25%
$400 20%
$300 15%
$200 10%
$100 5%
$0 0%
1870 1980 1985 1930 1995 2000 2004 2005
40% 27% 26% 22% 17% 17% 15% 15%

Notes: Selected rather than continuous years of data are shown prior to 2004. Out-of-pocket spending includes direct spending by consumers for all health care
goods and services, such as colnsutance, deductibles, and any amounts not covered by insurance, Out-of-pocket prermiums paid by individuals are not counted
here but are counted as part of private health insurance. Ouc-of-pocket share computed as a percent of Personal Health Care; see appendix for spending detail,

Source: Centers for Medicare and Medicaid Services (CMS), Office of the Actuary.
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Although out-of-pocket
costs for consumers
continue to rise, they
have declined as a
share of overall health

spending.

©2007 CaLtrorNIA HEALrHCARE FOUNDATION
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Category Breakdown

National Health Expendnures(NHE) ]

$1,987.7

" Growth
2005 2005/2004

Spending Levels {inbillions) | Distribution |
1985

$1,858.9

Health Care Costs 101
Appendix
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is included in the

i Health Services and Suppli 7$1,860.9|$1,738.9 | $400.15 )
Personal Health Care 1,661.4| 1,651.3] 3723 84% : 7.1%
Hospital Care 611.6 566.9 166.4 | 319 7.9%
Physician and Clinical Services 42121 3937 89.8 21% 7.0% |
Dental/Other Professional
« Dental Services 86.6 815 217 4% 6.3%
+ Other Professional Care 56.7 52.6 85 | 3% 78%
» Other Personal Health Care 57.2 53.3 53! 3% 7.3%
Nursing Home Care 121.9 116.0 316 6% 6.0%
Home Health Care 47.5 42,7 5.6 2% 1.1%
Retail Qutlet Sales
* Prescription Drugs 200.7 189.7 21.8 10% 1 5.8%
« Other Medical Products Administration includes govetnmont prograi
« Other Non-durable Medical Products 341 328| 160 2% 41% e o o o
+ Durable Mecical Equipment 20| 231 66 1% B7%| sl ki s
Administration 143.0 135.2 25.6 7% 6.7% drugs, are reflcted in the service categories (hospital,
: ] physician, and prescription drugs, espectively, for
__Government Public Health Activities 566| b251 112 3% 7.7%, thase examples).
[invostment $1268] $1200) $308]  ew| sy Meewholesiouumh o
Research 40.0 38.3 8.3 2% 4.6% Ir)erlanled in lllalrspsndlng natagonss,au tesoarch
Structures and Equipment 86.8 81.7 22.5 4%  63% $1897hllhon spent on prescription drugs in 2005,

Source: Centers for Medicare and Medicaid Scrvices (CMS), Office of the Actary,

and

iflacts

costs for medical estabiishments, 8.¢., a new hospital
wing or medical office building, and investment

in capital equipment for medical astablishments,
8.4, new imaging equipment or liospital bads,
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Data Resources

CMS Online Resources (as of March 14, 2007)
Overview of NHE Resources:
www.cms.hhs.gov/NationalHealthExpendData/

NHE Historical Information

Tables (PDF format): www.cms.hhs.gov/
NationalHealthExpendData/downloads/tables.pdf

Data: www.cms,hhs.gov/NationalHealthExpendData/
02_NationalHealthAccountsHistorical.asp#TopOfPage

Quick Reference Definitions: www.cms.hhs.gov/
NationalHealthExpendData/downloads/quickref.pdf
Methodology & Definitions: “National Health
Expenditures Accounts: Definitions, Sources, and
Methods Used in the NHEA 2005": www.cms.hhs,
gov/NationalHealthExpendData/downloads/dsm-05.pdf

Summary of Benchmark Changes: www.cms.hhs.gov/
NationalHealthExpendData/downloads/benchmark.pdf

Health Expenditures by Sponsors: Business,
Household and Government: www.cms.hhs.gov/
NationalHealthExpendData/06_NationalHealthAccounts
BusinessHouseholdGovernment.asp#TopOfPage

NHE Projections

Data {projections & history):
www.cms.hhs.gov/NationalHealthExpendData/03_
NationalHealthAccountsProjected.asp#TopOfPage

Tables (PDF format): www.cms.hhs.gov/
NationatHealthExpendData/downloads/proj2006.pdf

Methodology: www.cms.hhs.gov/NationalHealth
ExpendData/downloads/projections-methodology.pdf

Journal Publications Authored by CMS Staff
Aaron Catlin, Cathy Cowan, Stephen Heffler,
Benjamin Washington et al. “National Health
Speeding in 005: The Slowdown Continues.”
Health Affairs, Vol. 26, No. 1 {2007): 142-153.
www.healthaffairs.org

John A. Poisal, Christopher Truffer, Sheila Smith,
Andrea Sisko, Cathy Cowan, et al. “Health
Spending Projections Through 2016: Modest
Changes Obscure Part D's Impact.” Health Affairs,
Vol. 26, No. 2 {2007): w242-w2563. Published online
February 21, 2007 at www.healthaffairs.org.

Economic Data

Consumer Price Index, Bureau of Labor Statistics.
data.bls.gov/cgi-bin/surveymostlcu

Federal Revenues and Outlays, Congressional
Budget Office.

www.cho.gov/budget/historical pdf

Organization for Economic Development. OECD
Health Data 20086: Statistics and Indicators for
30 Countries, October 2006.
www.oecd.org/document/16/0,2340,en_2649_37407_
2085200_1_1_1_37407,00.html

CHCF Resources
California Employer Health Benefits Survey,
November 2006. www.chcf.org

Health Care Costs 101
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GIVE US YOUR FEEDBACK
Was the information provided in this
report of value? Are there additional

kinds of information or data you would

like to see included in future reports of
this type? Is there other research in this
subject area you would like to see?

We would like to know.

EPR T
f

e

Pleasa click here to access
our feedback form. Or visit

www.chef.org/feedback and

enter Report Code #1157.
Thank you.

FOR MORE INFORMATION

W\

CALIFURNIA
HEALTHCARE
FOUNRATION

California HealthCare
Foundation

476 Sth Street
QOakland, CA 94607
510.238.1040
www.chef.org
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